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Commissioner Susan Ness

Commissioner Rachelle Chong
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1919 M Street, N.W.

Washington, D.C. 20554

Re: Sticking to the Rules Endorsed by Editors and Entreprenuers LT Deoket 755

Dear Chairman Hundt and Commissioners Quello, Ness, and Chong:

Attached are a series of editorial columns and commentaries published over the past few
months as the FCC has contemplated proposals to deal with C-Block defaults. These articles
uniformly encourage the FCC to strictly enforce its auction rules for the C block. The opinions
of these noted industry analysts and participants demonstrate that strict enforcement of the rules

is the only fair option for all bidders. For your convenience, I have included a brief index and a
copy of each article.

In addition, I would like to advise you of AirGate Wireless’ opposition to any discount
(even for a cash price) beyond the interest rate that the C block notes current carry (6.5 & 7%).
Using a discount rate, other than the note rate, to derive a net present value ignores the fact that
the terms of the auction were not cash but financed. Even if you assume that a cost of capital for
PCS providers would be about 14% (which we do not concede) and use this percentage to derive
the net present value cash price, the cash license price falls below the high bids placed by bidders
in the auction that did not ultimately win the license under the Commission’s rules. In addition,
GWI, Inc. indicated in its September 17, 1997 filing with the Commission that a net present
value price derived through use of a discount rate of 15% “would still be difficult to finance.”

An example demonstrates the fundamental unfairness of such a proposal. If the high bid
price for the New York BTA is discounted back at 10%, the per Pop bid price would be $ 45.45.
In the auction two bidders exceeded that bid price — North Coast Communications at $ 47.53 Per
Pop and Go Communications at $ 49.95 Per Pop. Both North Coast and Go uitimately withdrew
from the C block auction without winning any licenses. Go Communications ultimately
disbanded, NorthCoast survived to bid in the D,E and F block auction.

While 14% could be the cost of capital for certain bidders to finance debt to cover the
license cost, it ignores the fundamental unfairness of changing the rules after the auction. Who
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will ever know whether Go or North Coast would have been willing to pay more in cash then the
discounted net present value? At the time of the auction, their bids certainly exceeded that price.

We encourage you to reject proposals to provide a discounted cash price at a discount
rate that exceeds the interest rate on the C block notes. Furthermore, if such a proposal is
included in possible relief for bidders, it should clearly indicate that the license holding rules,

and unjust enrichment penalties, as well as all other rules applicable to the C and F block
licenses remain in tact and enforced.

Sincerely,
?
™ a

Shelley Spéncer

cc: David Siddall
Jane Mago
Rudy Baca
Jon Garcia
Evan Kwerel



INDEX OF EDITORIAL AND COMMENTARIES

The Financial Times, Sept. 2, 1997, “US Spectrum”

“It would surely be better to stick with the original deals, force those who cannot pay
into bankruptcy and hold a proper post-mortem into why the whole process become such a dog’s
dinner. That would at least salvage the important principle that a deal is a deal.”

Radio Comm. Report, Sept. 15, 1997, “Finding a Resolution for the FCC’s C Block PCS

Auction Debacle” by Marc Cabi, Sr. Analyst, Deutsche Morgan Grenfell Technology
Group.

“Rewarding players who did not have the business acumen to withdraw, once spectrum
prices entered the stratosphere, is nothing less than an insult to the wireless industry, as well s
the general tax-paying public. The FCC’s proposal is being positioned as an attempt to eliminate
remaining uncertainties associated with the C block auction and to inject competition in to the
marketplace as soon as possible. Ironically, this solution goes against the very spirit of free

" market competition and the Telecom Act of 1996.”

Wireless Week, July 21, 1997, Opinion “Stability the Goal”

“If the FCC shifts the ground rules after the auctions have ended, the integrity of future
auctions and the commission’s regulatory authority will be damaged and the wireless industry

landscape reshaped. Such a shift would be patently unfair to those who bid prudently and, in
some cases, exited the auctions out of financial necessity.”

RCR, Viewpoint by Tracy Anderson Ford, June 30, 1997

“Go back to the original rules. They were crafted fairly well and every bidder agreed to
play by them.”

Guest Opinion by John DeFeo (Founder US AirWaves) “C-Block Rules are Rules”

“To allow high bidders who could not raise the capital to meet their FCC commitment
to receive favorable treatment violates all rules of fairness. To reward companies who blatantly
drove prices so high that rational participants could not see an economic win for their companies
or their investors and ultimately drove experienced wireless bidders from the auction is wrong
and unfair. To consider rewarding this reprehensible behavior cannot be condoned. Where

would this new-found leniency lead in future proceedins? How will future FCC rules be
interpreted and followed?”

NatWest Securities Corp. Article, June 26, 1997

“We find it somewhat interesting that the same C-Block bidders who bid up spectrum prices
during the auction and forced perhaps more rational bidders to drop out as prices skyrocketed

would not be asking the FCC to reduce their bids, lengthen their payment schedules, and lower
their interest rates.”




RCR, Letter to the Editor by David C. Roberts, AirGate Wireless, July 14, 1997

“The integrity of the auction process is greatly at stake. I always viewed the FCC as
having rules, not guidelines when they formulated their orders for these auctions. Any changes

at this late date to the C-block rules would send a message to the industry the FCC can be had for
the right price!”

RCR, Letter to the Editor by Eric Steinmann, September 8, 1997

“I urge that the FCC start now to live by the rules established at the start of the auction.”
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Copyright 1997 The Financial Times Limited
Financial Times (London)

September 2, 1997, Tuesday LONDON EDITION 1
SECTION: LEX COLUMN; Pg. 16
LENGTH: 250 words

UOCKET FILE GOPY ORIGINAL
HEADLINE: US spectrum
THE LEX COLUMN:

BODY:
US spectrum

The US Federal Communications Commission has got into a fine old twist over
the auction of the spectrum for mobile communications two years ago. In
theory, this was a clever idca. Selling a scarce resource to the highest bidder
not only “raised” $ 10bn; it should also have meant the companics best placed to
cxploit the licences would win them. In practice, the episode has become an
object lesson in how not 10 run an auction. The main bidders may now be unable
to fulfil their side of the bargain.
Financial Times (London) September 2, 1997, Tuesday

The original auction was flawed in two ways. First, the bidders madc only
minimal upfront payments. In effect, they received giant one-way options;
serious dollars would be handed over only once the ventures were more
established. Second, the FCC apparently lacks a quick way of reclaiming the
spectrum if the payments are not made.

All this is bad enough. But the FCC may make things even worse by reopening
the auction. The exact mechanism the FCC is considering is unclear. But
companies that have kept to the rules and paid for their licences will rightly
feel miffed if their rivals are let off the hook. Indeed, if they sue, they may
also defeat the FCC's aim of bringing the spectrum into rapid use.

I would surely be betir to sk with e orginal cas, 1

LANGUAGE: ENGLISH

LOAD-DATE: September 02, 1997
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Copyright 1997 Crain Communications Inc.
Radio Comm. Report

Scptember 15, 1997
SECTION: News; Pg. 24
LENGTH: 1377 words

HEADLINE: FINDING A RESOLUTION FOR THE FCC'S C-BLOCK PCS AUCTION
DEBACLE

BYLINE: Marc Cabi

BODY:

Sometime soon, the Federal Communications Commission is expected to issue
guidelines for resolving the financial problems faced by the C-block winncrs
of PCS licenses. Recent news out of ests the Comypissio t

tqadically restructire the debt of these license winners by forgivinga
sizable ﬁtﬁon of the debts owed to the government. If this scenario proves
to true, FCC, 1n our view, would essentially be endorsing the reckless
bxddmg practices employed by the most'speculative C-block participants.
Re_\gm players who did not bave the business acumen to withdraw, once
tmmpmes entered the stratosphere, is nothing less than an insult to the

wireless ind well as to Eﬁe gencral tax-payin public. The FCC’s

associated with the C-block aucuon and 10 § inject competmon into the
marketplace as soon as possible. Tromcally, this sojution gocs agaipst the very
spinit of free market competition and the Telecom Act of 1996.

We will attempt to identify the root causes of the problem and then consider
the appropriateness of the FCC's proposed solution. We will detail our own
view as to how the C-block debacle could be resolved equitably-by holding a
re- auction of the C-block licenses.

C-block participants ignored market-setting valuation comparisons at their
own peril

Presumably, entreprencurs participating in spectrum auctions should have
utilized the A- and B-block results for market-sctting valuation comparisons. In
fact, the A-and B-block licenses were awarded under even more intense
competition, as the process included two potential licenses for each market
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backed by deep corporate pockets.

By electing to ignore the experiences of the leading wireless players in the
A and B blocks, the C-block bidding process degenerated into a speculative
frenzy, which in many cases resulted in an average price per-POP (population
equivalent) more than triple the amount paid by A- and B-block playess for the
same amount of spectrum. In fact, 2 number of the more savvy C-block bidders
(who actually believed that the FCC would expect payment on these commitments)
citcd the gargantuan disparity between the market comparisons as one of the

pnmary reasons for dropping out of the bidding process, once valuations
approachcd uncharted waters.

Johm DeFeo, formerly head of U S West's wireless business, pulied his company
U.S. Airwaves from the auctions once spectrum prices skyrocketed. His analysis
indicated that paying for the license and having enough capital left for network
construction would be difficult, as bid prices continued to rise. Anticipating
that markets might shudder at the slew of wircless companies seeking funds from
the investing public, he exited the auction.

C-Block players failed to prepare adequate business plans

Unlike their A- and B-block counterparts, the C-block bidders also failed
to secure crucial financial guarantees ahead of the bidding process. It seems
obvious that beforc a proprietor buys his dream business, he should first have
the resources in place to pay the seller. We remain befuddled as to why the
C-block bidders did not line up financing before entering the bidding. We can
only speculate that since both market-and vendor-oriented financing was readily
avajlable to companies such as Sprint PCS in the previous auctions, the

C-block players baked-in overly aggressive estimates of financing resources
for themselves.

We can easily understand how this occurred, given the lucrative packages a
number of players secured. Howcver, most A and B players were awarded extensive
equipment financing packages because of their ability to leverage a well-known
brand name, once commercial service was deployed. C-block participants, in
contrast, would be relatively unknown entities to the market and they would be
forced to compete with the majors. In addition, the A- and B-block players had
previous wireless expenencc and substantial financial ﬂexszhty relative to
the C-block. Iy our view, those C-block players now in trouble t

the farm on a public offering, gssuming should the deal not happen,
ng could petition n Uncle Sam for forgiveness and be allowed into the PCS arena
anyway.

The FCC has no viable option to collect what is owed by the bidders

In our view, forgiving the debt of the C-block licensees is neither a
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viable business idea, nor is it an equitablc solution to other interested
parties-taxpayers; bidders who had paid in full for spectrum purchased; and a
government attempting to balance its checkbook. In our view, the FCC has three
solutions to this problem. It is important to remember, however, that not one of

these will repay the $10 billion-plus that was initially bid by the C-block
license holders.

Option 1: forgive the debt

The FCC could forgive up to 80 percent of the debt for the current
license holders. This effectively reduces the amount to be received by the Fed
to approximately $2 billion, less than what the A-and B-block returned. Of
course, this solution subsidizes the most speculative C-block license holders,
who entered the process with inadequate business plans. It also penalizes the
smart bidders like John QgEeo—who M awax from the b1ddmg process, oqice the

wg}wamwww For example,
‘WWMMMMWQ%“

15 backed by Qualcomm and major Korean multinationals, which reportedly have
provided more fipancing than foreign-ownership rules allow) for bidding fn_
excess of $4 billion, well beyond the i ity 1

view. Curiously, we have never met a small business that had the capital backing
to fund a $4 billion start-up.

Option 2: relax foreign ownership rules

It is widely accepted that the FCC will relax foreign ownership rules in
1998; however, the Commission could decide to relax these rulcs carlier,
allowing the entrepreneurs to seek greatcr foreign investment capital
immediately. Foreign investors would love to gain a share of the returns

available from a lucrative, supposedly deregulated, telecommunications market in
the United States.

Although this solution would provide additional capital for the C-block
players to build out their networks, it goes against the FCC's original intent
to create a competitive environment in the wireless space, by setting aside
license opportunities specifically for small business and entrepreneurs that
major players-either domestic or foreign-could not acquire. Relaxing the
restriction on the use of foreign capital would effcctively hand-over valuable
airwaves to non-U.S. entitics and would certainly ruffle feathers in the United
States. Iurthermore, there are few guarantees that opening the gates to foreign
money would make the FCC recoup potential losses from defaults.

Option 3: re- auction the C-black licenses-the only equitable option

We believe the FCC should allow defaults to occur, repossess the licenses,

P. 07/10
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and then re- auction them. This solution would provide an equitable,
free-market approach t 0 1n line wi in
Telecom Act of 1996. The one hurdle the FCC will need to cross is how to keep

licenses from being locked up in bankruptcy courts so that they can be made
available to financially sound bidders.

We believe that there are truly entreprencurial entitics throughout the
country that would like to secure access 1o the_C-block spectrum, and that
cxpect to pay for the licenses in full. In our view, the wireless market appcars
to have sufficient momentum to re-attract imtercst in WItse NEMSES. Although_
the experience of the C-block auction may live on as a bad mcmory to some, at
least our gggemmenf will have taken one giant step toward cmbracing the deals
of fiscal responsibility and free market tenefs. -

Marc Cabi is a senior analyst at Deutsche Morgan Grenfell Technology Group.
Cabi has covered the wireless telecom equipment sector since 1989 and is a
Greenwich Associates and Institutional Investor ranked analyst,

Radio Comm. Report, September 15, 1997
GRAPHIC: Cabi

LANGUAGE: ENGLISH

LOAD-DATE: September 17, 1997
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pinion
tability The Goal

ow that grievances have been aired ata
public meeting on the subject and
reply commernts have been filed, the
FCC should act swiftly on C-Block
debt restructuring. Despite pressure 1o the
contrary, the commission should stick with
its initial auction rules, insist on collecting
debt from licensees and re-auction hcenscs of

those who don’t pay. The cold business real-
ities resulting from such a policy must occur.”

The FCC can let licensees change from
quarterly Lo annual repayment of their 10-year
Ioans. That move will have no matenal effect
SRTC conduct of future auctions. nor will it
fCrease overall financial and business uncer-
tainty in wireless, owever, if companies that
overbid don’t experience (he natural conse-
Qquences of default andfor bankrupicy, the
Iofig-term elfects on the indastry are more
nicgdlive than rehief ledse.

The FCC’s mandatc under the 1996
Telecommunications Act was to promotc com-
petition, not protect the interasts of individual
competitors. Auction rulcs and payment pro-
cedures were clearly spelled out. Some ana.
lysts. notably Colete Fleming and Edward
Greenberg at Morgun Stanley, sounded alarms
about the risky nature of C-Block investments.
One of those warnings. issued May 2, 1996. is
worth repeating. “[Tlhose entrepreneurs who
take advantage of the full amount, or close 1o
the full amount, of FCC financing will likely
be leveraged to their teeth”

If the FCC shifts the ground rules after the
auctions have cnded, the integrity of futurc
auctions and the commission’s regulatory au-

is best. Oppoaeats, including incumbents and
C-Block licensees who dropped out of bidding
or are currently building out, are riled. Partics
with licenses in other bands have expressed
displeasure. PrimeCo Personal Communica-
tions LP and legal heavyweight BellSouth
Corp., which have remained quiet on the issue
until the reply stage, have been strred. Fi-
nanciers claim the FCC must take all-or-noth-
ing action to reduce the net present value of the
debt to $10 per POP or lower, and even then,
financing could be a challenge.

Atonc time, the C-Block held the potential to
achieve a commendable, if elusive, goal: en-
couraging women and minority ownetship in
telecommanications. However, momentvm fot
that goal disappeared after the Supreme Court’s |
Adarand dcecision, which siruck down affirma-
tive action set-asides. The C Block became a
small business and entreprencuss’ block, with
all the possibiliries and problems such an op-
portunily embodies.

Given the trend roward mcgamergers, cs-
pecially the SBC Communications Inc.-
AT&T Corp. proposal killed a few weeks ago
by justifiable antitrust outrage, the story of
underfinanced C-Block licensees is particu-
larly regrettable. Consumers—and incumbent
providers— need gennine competition from fi-
nancially viable licensees with solid business
and marketing plans. If the real point is to in-
crease economic growth through the fast de-
‘ployment of wiretess services, as FCC Chair-
man Reed Hundt noted last week in a
C-SPAN interview, the commaission should
be most concemed with creating stability in

thority will be damaged and the wiceless in-
dustry lundscape reshaped. Such a shilt would
be patently unfair to those who bid prudently
and, jn some cases, exited (he auctions out of
financial neccssity.

"Deéciston making on the C-Block issuc will
resemble the provesbial coyote that gnawed its
own log off to escape a trap. Proponents of var-
ious forms of relicf can’t agree on which form

the auction rules.

“Alhough T take issue with accusatory lan-
guage in Nextel Communications Ine.'s reply
comments, [ agree with the company’s asscr-
tion that a commission decision 1o enforce its
rulcs is significantly more defensible than a
commission decision (0 arbitrarily apply them
only to those licensces who choose to follow
them (Nextel's emphasis). U

v
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VIEWPOINT 2. A~
By Tracy Andorscn Ford QC R (ﬂ - 5(,) - q “;‘

Ine PCS compuries now propes-
inp that the Federal Communizations
Commeissior. cliarge the rules to ak
low them 2 stay i business are
proposing oplions that any credioe
in the business wald wauld not con.
sider.

You buy & new car. Yoy can't pay
for your new ¢3t, comeone somes
ond tokes the now car away: It's
called repossestion, 3nd irs. Aot
nice, but it is a reahty when pecple
get themselves i 160 muth Gebl.
This often haopens when a aerson
buys a car he or she vanno; af-
lurd.

In the real worid, no erecitor
wastes his Uimc listcning to argu-
ments about how (he valug of the
csr hos depreciated since it was
driven off the 19t ang that e co-
deuler won't be able 1o retoup
me mengy R originally could have
made when the toomuchin-debt
person promised 1o buy the
Car—even when (hat drgurnent is
truc.

In some eases, the tar dedler
will refirancg the car to snable
lower payments 10 hefp he loo-
much-inrdebt-cy-owncrwannabe
still keep the car. Bul i those sile-
stions, the car dealer makes aven
more money from e wannabe.
car-owner,

Perhape there ae mingr adjust-
nents that can be made to the PCS
Beense rules t 3k il companies
that have paid for ieanger., But rults
have to be applied uniformly, even
for companies without financial prob-
fems, ’

K is sad when reams go unrcot }
Zod. tis sad that NexcWave Tels |
com Inc. and Pocket Communica- .
tions Inc. are in financial swaite. tis
sad that, for e most part, only es-
1abhished telecormmunications pisy-
fs hat the resowtes 1o buy A and
Bblock PCS ticenses.

But L was $ad thal BDOPCS inc.
couldn't make s first quasterty inter- .
est payment and low( #s ficonses. -

Why arc the companies in ouble
today any different ttan the compo-
mes St were in brouble a year ago?

BOPCS' only fuul was that it was
first to defautt.
back 10 th arigingl rulcs. They
were craficd lanly wek and every
S e e —
'SOMC Compamas have Even sbie 16
begin offering PCS sensce yntder
hem. fod some day, some compa
nies may evan be able 3 profd un-
det V.

Then start the reauction.

No one can accurately predict
what prices defaled icenses can
kelch.

Because even d the car dealer
cant pet the originat price on the
nowsepossessed car, he can stil
make 3 profit.

o e g oo o g g e <
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10:32am EDT 26-Jun-97 NatWest Securities Corp {(JEFFREY HINES 212-602-5741})} ATI

WALL STREET JOURNAL REHASHES CONTINUED DELAYS FOR C~-BLOCK BIDDERS.
Wireless Telecom

Jeffrey L. Hines Christopher M. Larsen 26=-June-97
(212) 602-5741 (212) 602-5490

Wireless Update

wall street journal reBASHES continued delays for c-block BIDDERS
- can only be positive for incumbents

KEY POINTS

* The Wall Street Journal article {26-June) discussed the
financing problems which continue to plague the majority of C-
bleck PCS bidders.

* The FCC has not yet decided how to handle the "matter" of the C-
block bidders who overbid for their spectrum.

* We find it somewhat “"interesting" that the same C-block bidders
who bid up spectrum prices during the auction and forced perhaps
more ratienal and credible bidders to drop out as prices
skyrocketed, would now be asking the FCC to reduce their bids,
Tengthen their payment schedules, and lower theiy inteiest rates.
*"To the extent that C-block delays continue, one could conclude
that the competitive landscape for wireless communications will
not become as heated as quickly as previocusly anticipated.

* We believe that investors should continue to focus on those
Wireless Service stocks most insulated from the Four C's. Qur

top Wireless Service picks are Clearnet, Nextel, PriCellular and
Western Wireless.

Discussion: Wall Street Journal article rehashes the continued
delays for the C~block bidders -~ can only be positive for
incumbents

The Wall Street Journal article (26-June) discussed the financing
problems which continue to plague the majority of C-block PCS
bidders. As we have noted previously, the C-block bidders bid,
for their 30 MHz of spectrum, roughly the same amount that the A-
. B-, D-, E- and F~block bidders bid for 90 MHz of spectrum;
i.e., C-block bidders on average face 3x the entry cost versus
their PCS cousins to get into the wireless game. Given this on
average significantly higheér entry cost, it is unclear why
investors would choose to back a typical C~block bidder over say
an A- or B-block bidder - and the lack of any significant C-block
financings would tell us that most investors also feel this way.
Given the relatively "high profile" defaults / bankruptcy's of
bidders like Pocket and BDPCS (two C-block bidders), which were
related due to among other things their inability to raise
additional capital, we would not be surprised tc see other C-
block winners follow this route.

As noted previously, the FCC has not yet decided how to handle
the "matter” of the C~block bidders whe overbid for their
spectrum. We find it somewhat "interesting™ that the same C-
block bidders who bid up spectrum prices during the auction and
forced perhaps more rational and credible bidders to drop out as

-~ FIRST CALL - ON CALL --
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prxices skyrocketed (does anyone remember GO! Communications?),
would now be asking the FCC to reduce their bids, lengthen their

payment schedules, and lowexr their interest rates. However, as
the matter of spectrum auctions has now become "political', we

suppose just about anything could happen. Two possible scenarios
include:

1. Demand immediate payments under the original terms. This would
likely cause most of the C-block to default on their bids, but

the 1licenses could be re-auctioned. The problem with this
scenario for the FCC is that the re-auctioned prices would
certainly be lower than what the C-block bidders bid. Bankruptcy
proceedings could tie up re-auctions.

2. Grant some type of payment relief; e.g., extending or deferring

interest payment schedules, adjusting principle payments (i.e.,

prices bid), lowering interest rates, etc. While this would

. perhaps keep more of the original C-block bidders in the game,
certainly this would seem to be completely unfair to those who
dropped out as bidding became excessive. One could imagine a

"legal nightmare erupting under this scenario.
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C-Block Rules Are Rules

8y john DefFeo

he FCC has a prablem with
TC-Block personal communi-

cations services licenses that
is partially of its own making. By
considering dramatic changes in
its C-Block rules, the FCC is in
danger of compounling the prob-
Jem and establishing a dangerous
regulawory precedent.

As an advocate for PCS since
1989, 1 lobbied actively for rules
to create a new wireless entrepre.-
neurial opportunity. As a founder
of U.S. AirWaves, a company
that bid in the C-Block auction,
my team and 1 observed the cn-
tire rulemaking process firsthand.
Qgr_qz@.p.any_smmmw
$8 million of our investors’
money in this journey. The ma-

to FCC rules was an
of this endeavor.

jority of thit moncy was spent 0
Thsure compliance with FCC
ruics. Uur I3 5tafl members were
all experienced industry profcs-
sionuls and, with top legal coun-
sel, we successfully navigated the
FCC's rule maze.

We madc the largest deposit in
tie C-Block auction but withdrew
when bids reached uneconomic
levels. The financial and emotion-
al capiral that our company and its
investors contributed in the pursuit
of the C-Block license was enor-
mous. We all understood that this
was an epfrepreneurial Opportuni-
ty with SKS., JUNCE ACherence

When the deposits were first rc-
celved, it was clear to us that too
much moaey was chasing one set
of licenses. Bid levels, which
quickly approached three times
the prices of the A- and B-Block
Jicepses, made no cconomic sense,
The FCC, however, declined to

et LO

use its authority under its own
auction rules to dampen this ardor.
The agency’s traditional role of
regulator and protector of the na-
tional radio spectrum rcsources
was subverted to fund raiser for
the U.S. Treasury.

The FCC has long mainrained p
rules.” The commission providas an.
“eTaborate process involving all in-

Editor’s Note: The opinions cxpressed
in guest editorials are not necessodly
thase of the Wireless Wesk suwaff.
Howsver, the newsoapar's policy 1s to stim-
uiate giscussion on perspectives of Inter-
est to the entire wirgless Industry. Send
comments, ebultals and leters to: Editor,
Wirgless Week, fax (303} 2998.2024 o ¢
mat jlockwoo@chilton.net. Lellers may
be edited for lengn.

teresled parties to determine rules

The journgy 1o the C-Block auction
was consistent with the FCC's
long-standing approach. For Recd
Hundt to proclaim that the public
interest and a spirit of greater com-
petition now justify the FCC’s de-
parture from a well- and long-cs-
tablished process is unconvincing.
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By suspending payments due from
the C-Block high bidders, the FCC
Tias already deviated from this prin-
ciple. This behavior must stop.

To allow high bidders—who
¢ovld not raise the capital to mect
their FCC commitment 1o receive
favorable treatment violates all

rules of {aymess. To rewaed com-

panies who blatantly drove prices
6 Figh that Talional partcipants
TOUId not see an economi¢ win for
their companies or their investors
and ulumatcly drove experienced
wireless bidders from the auchon
18 wrong and unfair, To consider
rewarding this rcprechensible be-

havior Cannot be condoned. WHere.

would this ncw-found leniency
1€ad in Rirure proceedings? How
will furure FCC rulcs be mrerpret-
ed and followed?

“The current FCC rules for the C
Block require that if payments are
not made, licenses are rcturncd
and auctioned. Those are the rules.
If the FCC is not prepared to cn-
foree those rules, it should dis-
count and sell the C-Block license
payment obligatioas and then let
the market decide how to trcat bid-
ders fairly. Any major rule changes
that blarantly compromise the
FCC's integrity would be a greater
loss 1o the American public.

John DefFeo is currently CEOQ,
COO and vice chairman of Mulli-
ple Zones International Inc., a
Renton, Wash_-based global direct
marketer of microcomputer prod-
ucts. Previously he served as pres-
ident and CEO of U § West
NewVector Group and headed U S
West Spectrum Fnterprises, with
cellular interests in Eastern Ex-
rope and Russia. DeFeo was a
member of the board of the Celiu-
lar Teleconmunications Indusiry
Associarion for ning years.
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PCS licensee says
keep auction rules

Dear Editor:

In 1993, I resigned from a
corporate engineering posi-
tion to hecome part of a
start-up venture eager to
participate in broadband
PCS auctions. My wife re-
members il well!

After the FCC postponed

The Weeldy Newspaper for the Wireless hdustry

RCR Publications

T77E Speer BMG.
Derver, CO 802034214
{303) 7332500
Editonal Fax (3031 7339941
Advertising Fax (303 7332244

e-mall & www site
Www rCmews. com
Press releases: news2rcr@cran.com
Letters to the Editor: tak2rcr@crain.com

Denver

Editor Tracy Anderson Ford
Managing Editor Cristina Battista Eichner
Copy Editor Ketly Pate

Business Manager Karen Peerfess

Advertising Assistant Shefley DeAngels
V.P. & Pubfisher John Sudrmeier

Washington, D.C.
Buresu Chief Jefivey Siva
Reporter Debra Wayne

814 National Press
Washington, D.C. 200451801
12026627213
Fax (202) 6383155

New York

Buresu CNdEIxM V Mooney
10010 Ascan Ave.
Forest Hlls, NY 113756812
718} 2687874
Fax 1718) 2687885

Chicago
Crain Communicstions Inc.
74D N. Rush St.

, L 60611
Fax (312} 2803174

Circulation

Circudation Manager 8arbara Kisch
PO Box 07939
Detro, M 482070939
313 4460478
Subscriptions: (800} 6789535

Display Advertising
Dirsctor of Tom Govedarics
Chicago: {312) 280-3143
Fax (312) 2803174
emat: tgovedaricrain com

Western Sales Manager Mary
Denver (303} 698 7605
Fax 1303) 7332244
emal- mgatkpen@crain.com
Northern Sales Manager David R. Jem
Chicago (312) 280-3103
fax (31212803174
emad derncrain.com
Southern Sales Manager Pegeen Prichard
Cheagn: 13121 2803122
Fax (312) 2803174
emad. ppnchar@crain com

Classified Advertising

Classified Sales Manager Dena Falkner
Deaver 1303) 6987610
emad_ dlakner@cran.com
Classified Representative Alexsandra Lemke
Demver- (3031 6987615
Fax 1303) 7332244
emad: dlerrke@cran.com

Membership
Business Pubkcation Audt
American Business Press

WorA @
©1997

OPCR Publicatnns by, an atfliate of Crain Communica:
forsie M re~evved. RCR Radio Carymenications
Regost, GSMSO)MOIWIEQM
werskly by RCR Publications Inc , 777 East Speer Bivd.

wa 0 80203, Mo duixabon wihout writken con

the May 1994 auction
process indefinitely, our com-
pany size and investor inter-
est dwindled. Once the A-
and B-block auctions got un-
derway with the promise of
the C-block auction to imme-
diately follow, we once again
found new interest from in-
vestors. But the litigation
started and the C-block auc-
tion was delayed and de-
layed and delayed. Even so,
we survived on consulting
revenues and venture capi-
tal investments. As late 1995
approached, our company
was cautiously optimistic as
we finalized a relationship
with a large investor who fa-
cilitated a down payment of
$20 million.

As the auction began, we
felt elated that what had
been only a dream two years
earlier was now coming to
fruition. This dream died in
round 42 of the C-block auc-
tion when our company
withdrew due to what we, as
well as our investors, be-
lieved were outrageously
high prices for the licenses
being offered. Given what
everyone had been through
to get to this point in the
process, this was a very emo-
tional decision. But, we feit
it was the correct one from a
business point of view
though questions remained.
When would other auctions
be held? Would our large in-
vestors wait for these oppor-
tunities? Why was there
such a discrepancy in how
we valued licenses in our
business plans vs. how other
bidders, who were continu-
ing to bid, valued them? How
would the FCC deal with de-
faulting bidders?

At the end of the auction
process, many of the experi-
enced people who made up
our company moved on to
other venlures and with
them the hopes, dreams and
opportunities that appeared
so achievable at the start of
the auction process came to
an end. With our large in-
vestor departed, [ and a few
others remained with the
hope thal default and the D-
E- and F-block auctions
would follow quickly. Both
did. Our company bid in the
C-block reauction with the
same results as in the previ-
ous auction. As the D-, E-
and F-block auctions ap-
proached, investors became
difficult to find due to the
questions surrounding the
prices paid for C-block li-
censes.

With the sole support of
our venture capital group,

broadband  auction.  Our
company was a successiul
high bidder for four F-block
licenses that we believed
were good markets at a fair
price. We felt somewhat vin-
dicated. We had made a wise
business decision to leave
the C-block auction and had
persevered to win licenses in
the F-block. The difference
in our F-block license costs
and the C-block licenses in
our markets was substan-
tial. Investors and vendors
alike gave favorable ap-
proval to our business plans.

AL this point, my story
takes what is to me an un-
believable turn. Many of the
C-block high bidders are
now looking to the FCC for
debt restructuring and/or
cancellation because tLhe
prices they paid for their C-
block licenses are prevent-
ing them from being fi-
nanced. Many complain of
“markel melt down.” 1 be-
lieve thal the prices paid in
the C-block auction actually
propagated a depressed
market for telecom stocks.
Maybe a  self-fulfilling
prophecy? At the FCC forum
on C-block debt restructur-
ing, some lop financial peo-
ple said C-block license win-
ners were fundable at some
point during the auction
process. Though now, only
14 months later, these same
financial investors are stat-
ing that the license debt
needs to be written down to
the tune of 75 Lo 80 percent.
What a drastic change in
outfooks! I suspect many of
these business plans were
never fundable in the first
place given the prices paid
for Lhe licenses.

It appears though that the
FCC is open to some form of
debt restructuring even af-
ter stating more than once:
“We do not want Lo interfere
in the market place,” “We
guaraniee opportunity, not
success,” “We will go after li-
censees who default on their
auction payments, cancel
their licenses and re-auction
the affected spectrum.” The
point 1 was missing at the
FCC forum was the fact 1 be-
lieved that my company
made a wise business deci-
sion to leave the C-block
auction and wait for future
opportunities, but if the
FCC makes significant
changes to the license pay-
ments, they will be sending
my company a different
message. | also hear the fi-
nancial community stating
how important a good man-
agement team is to its in-

| heard stated at the FCC fo-
rum is the fact that with a
significant license debt re-
structuring, these financial
mvestors would be willing to
invest in Lhese same compa-
nies  whose managemeni
placed what appear Lo now
be “fatal” bids.

1o nie, the integrity of the
auction process is greatly at
stake. 1 always viewed the
FCC as having rules, not
guidelines when they formu-
lated their orders for these
auctions. Any changes at
this late date to the C-block
rules would send a message
to the industry that the FCC
can be had for the right
price! The license prices
(values) were established by
the market when the respec-
tive auctions were held. If
the FCC inlervenes on be-
hall of the C-bluck licensees
and re-establishes a market
value tprice) for these licens-
es, what effect will that have
on other broadband PCS li-
censes and company values?
Justice and fairness are
hard words to define in our
world today, but il seems to
me that what the FCC is
contemplating is neither.
What fairness is there for
my company along with ap-
proximately 170 others if
significant reduclions are
made Lo the debt of current
C-block licensees? What jus-
tice is there in the fact my
company, which waited and
won [F-block licenses, will
look significantly different
to investors if the C-block li-
censes debt is restructured?

[ am not looking for sympa-
thy because 1 know there
are hundreds of stories sim-
ilar to mine. What [ would
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like to accomplish with this
letter is sitmply Lo have all
the known
Not just the incessant eryving
of overzealous hidders whao
have, and continue to make
a mockery of the FCC and
the PCS industry.

sides of s8¢

David C. Roberts
AirGate Wireless

Nortel to establish
Brazil operations

SAO PAULO., Brazil--
Following BellSouth
Corp.s announcement that
it has chosen Northern
Telecom Inc. Lo provide in-
frastructure for its net-
work in Sao Paulo, Brazil,
Nortel said it will establish
manufacluring operations
in Brazil to respond Lo the
enormous growth of the
wireless market.

The company said it wili
manufacture digital wire-
less telecommunications
systems in Campina, Sao
Paulo State, with Promon
Eletronica, Brazil's leading
engincering firm. begin-
ning in the fourth quarter.

Nortel's initial invest-
ment will total more than
$25 million in manufactur-
ing and $100 million in as-
sociated operalions, includ-
ing training and research
and development.

The company said il plans
to manufacture Time Divi-
sion Multiple Access and
Code Division Multiple Ac-
cess wireless radio base
station equipment. The
two technologies are mak-
ing strong inroads in Latin
America.
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FCC alienates
entrepreneurs -

Dear Editor:
I would like to send a short
note in support of the letter

| from David Roberts in your

July 14 issue. His experi-
ences were remarkably sim-
ilar to our own. If the Feder-

al Communications Com-

mission were to enforce its

rules and retake and re-auc- -

tion the defaulted C-block k-
censes, it i3 likely that they
may find a few real entre-
preneurs willing to come
back and bid in a financially
responsible manner.

Should they not choose to
do so, I ask what part of
their misgion are they trying
to serve? The greatest bene-

ficiary of their action will be

a company that has an ex-
cessive foreign ownership

interest. There is testimony

that even the extreme finan-
cial benefits that the FCC is
discussing conferring on the
entity will not ensue it fi-
nancing for construction and
operation of its network. As
I understand, the FCC’s
mission on the C-block auc-
tion is to promote competi-
tion in wireless telephone
markets and to facilitate ac-

|

|
r
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cess to this market by small -
business entities. Neither
mission will be served.

I also would like to raise
the issue of affect on other
primarily smaller C-block Ii-
cense holders. They had a
reascnable expectation that
the larger neighbors in their .
frequency would be under
construction now, what the
market values of their li-
cense would be, being vali-
dated or not. They also .
would expect that they
would have a neighbor fo- -
cused on the issues they
need to deal with. So again |
the smaller entities trying to
build their markets are-ad- -
versely ' affected by the
FCC’s failure to fairly imple-
ment its rules. ’

The FCC similarly disad-
vantaged the responsible
bidders in the IVDS auction
by both letting the largest
markets defer their buildout
requirements and by leaving
the next largest group—
which largely defaulted at -
auction in limbo-—not re-
auctioned. The burden then
fell on the smallest players,
who bought expecting to be
industry followers, to then
start an industry and the in-
dustry never got off the
ground.

The message seems to be
clear to me that if you are a
financially responsible small
business entity an FCC auc-
tion is to be avoided. In the'
auctions subsequent to the
C-block the effect of this ;
message has been clear, I

urge that the FCC start now

to live by the rules estab-

lished at the beginning of its

aucpiong, —

Eric Steinmann
KEC Partnership

P. 04/10



